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The Honorable John R. Iksich 
chairman,ConmitWontheBudget 
House of Representatives 

. Subject Medicaidz Graduate Med~csl Educata ‘on Pasmentq 

DearME- 

The federal govemxn ent,prhxWlythroughitsMedicamprogran@thelargest 
single~toteachingh~~forthecoststheyincurtrainingmedical . 
residents.’ Medicare makes graduate medical education &WE) payments 
basedonspeciCcforzmlasappliedunifomlytoaIIqualifLingteacWng 
hospitais. GME payments cover the period of fomal clinical train&g that 
follows graduation from medical school during which new physi&n+medical 
residents-arepreparedtopracticeinachosenspecStyarm This- 
usuallyoccumintea&ingho@taLsandissupemkdbyfacul~pbysiciansa To 
operate and maintain such physician mining programs, teach@ hospitals incur 
directandindimctcosts. Inliscalyear1906,MedicareGMEpa,$mntstotakd 
an estbwed $6.7 balioIL 

statesmaJralsochoosetopayforGME~~theirM~~dprogtams,and 
theseexpensesaresupposedtobesharedwiththefederalgovemmen~ 
However, unlike Jhdicare, for which the amount of GME payments is well 
documented, not much is known about Medicaid’s support of GME. For this 
reason, you asked us to provide you with information on (1) exist&g studies 
that esthaf~ overall Medicaid expenditures for GME; (2) the amomt of 
Medicaid GME payments for the 10 skates with the largest overall Medicaid 
expenditures, and the basis for deWmining these paymen@ and (3) how 
Medicaid and Medicare coordinate their GME payments to avoid duplication. 

‘The Department of Veterans’ Affairs and the Department of Defense also 
contribute to graduate medical education. In addition, while private irksums 
usually do not make payments specSally desigm&d for graduate medical 
education, part of the amount they pay may, in fact, be used for education. 
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purposes, and allocated overhead costs IndirectmedicaI education @VIE) 
costs are the higher patient care costs that teaching hospitals are thought to 
incurbecauseofsuchf&toxsasincreaseddiaguostictestin&increasednumber 
of procedures, higher staff ratios, and increased recordkeeping associated with 
t3-aimg. 

Medicare and most state Medicaid programs make payments to teaching 
hospitals for GME. Other payers generally agree to pay hospitals a giveu 
amount for each service provided with no explicit recognition of GME. 
Hospitals may in&de the cost of GME when detemWng their prices for these 
services. Medicare DINE paymeuts are based on hospitals’ JGiscal year 1984 
identified DME costs, while Medicare IME payments are calculated based on 
hospital& ratio of residents to beds as well as Medicare prospe&W payment 

ln contrast, states are Bee to design their own Medicaid hospita3 payment 
systems, and significant variation exists among them. As with Medicare, some 
states~~recognizebothDMEandIMEcostsintheirpayment~. 
Other states, while not designating a specific GME payment, base their 
paymentstohospitalsoncostdatathatr&kctGMEcosts Inthesestates, 
isolating the actual amount of GME payments is often dUEculL 

Some states also pay managed care organUions a capitated rate for Medicaid 
beneficiaries’ care. Depending upon how the capitated rate is determined, a 
portion of it may be for GME. Determining this amount with precision, 
however, is often difkuk 

While the total amount of actual Medicaid payments for GME is not readi?y 
available, recent e&mates indicate that the combh~ed payments for DME and 
IME are sub- HCFA does not track individual states’ or nationwide 
Medicaid exgenditures on GME. However, the Intergove~~~~ ental Health Policy 
Project PP) and the National AssocWion of Childrenls Hospitals e&nated 

3 GAOBEES-97077R XKedicaid Graduate Medical Education 



B-276272 

for the h d 
ti beffore 



B-276272 

payment is an adjustment to the rates paid under Medicare’s prospective 
payment system that is based on a formula that includes a hospital’s ratio of 
totalmedicakesidents to total beds! 

Several of the states we reviewed modi@ the Medicare formulas to determine 
their Medicaid GMH payments. For example, in lieu of using the DME cost per 
resident !kom gscaI year 1984, New York and Michigsn use 1981 and 1999, . respectively, as their base years. SmWly, Ohio modifies the Medicare IME 
formula by w a higher multiplier wheu calculatUg its Medicaid IME 
payment ThischangeresultsinahigherIMEpaymentthaniftheMedicsre 
formula were followed exactly. Ruther, not all states make speci& payments 
forbothtypesofGME. Sevenoftheeightstatesreimbumetea&inghospitals 
for both DME and IME costs, while one state reimburses these hospitals for 
DIME costs only. 

The two states we contacted that do not specScal& recognize GME in their 
Medicaid hospital payment methods may support @aching hospitals in other 
ways. Califomia’s Medicaid program does not make separate GME paymerrts 
to teaching hospitals. However, because Medicaid reimbursement rates are 
negotiated with each hospitsl on the basis of its costs, those hospitals that may 
havehighercosltsbecauseof~programscouldreceivehigherMedlicaia 
reimbursements. Also, although Illinois eliminated sped& Medicaid GMH 
payments to hospitsls in state fiscal year 1996, it continues to support the 
higher costs of tea&ix@ hospitals by paying some of these hospitals higher 
rates for cert.&u procedures or through lump sum payments for a number of 
special~services 

COOHDIIUATION WITH 
MEDICARE GME 

Ofiicials from the eight states that paid Medicaid GME told us that their states’ 
Medicaid payments were intended to pay for Medicaid% share of the costs . 
assoclatedwithtrainingphysi- 7hisissimilartoMedicareGMEpagments, 
which are intended to compensate hospitals for Medicare’s share of these 
costs. Ekcause some beneficiaries qualify for both Medicaid and Medicare, 

%I 1989, we reporkd on problems with the IME formula @ ledicare: ImlWct 
Medical Education Pawner@ Are Too Hi&t4 GAO/HRD@33). The Prospective 
Payment Assessment Commission has since reported that Medicare IME 
paymentsaresUltoohigh 
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ENcLosuRE ENCLOSURE 

STATE ESTIMATES OF MEDIcAlD GME EXPENDlTURES AND RELEVANT 

California does not make specific reimb-en& to teaching hospitals for 
GME through its Medicaid program. 
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ENcmsuRE ENCLUSURE 

Beginning iu state fiscal year 1996 (7/l/96), the Illiuois Medicaid program 
stopped specilically reimbursing tea&&g hospitals for GME. Previously, the 
statehadreimbursedteachinghospitalsforbothDMEandIMEcosts. Jnits 
last year of fun- the Medicaid program reimbursed tmching hospitals an . esbmakd $166 million for GME. This estbmte does not include the amount of 
GME payments made to managed care orgaubtions as part of their capitated 
Pm=-* 
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ENcLosuRE ENCLOSURE 

MICHIGAN 

Period covered: calendar year 1996 
. E&mated GME EKDenditures: 

Feefor-service: 

Directmedicahducationz $84.3 million 
Indirect medical educations 

Mauagecl CaIe $46.0 million 

TotaI GME expendituresz $211.3 million 

Pavment Methodology 

The Michigan Medicaid program reimburses hospitals for both DME and IME, 
using an approach modeled largely on the Medicare formulas. The DME 
payment is based on 1939 costs, adjusted each year by a hospital market basket 
index, and Medicaid’s share of inpatient bed&.ys. DME payment for recipients 
with dual Medicai~edicare e&ibility is specifIcally excluded. The DME 
payment is a cost-settled, add-on that is paid twice monthly to the hospitals. 
The IME payment is included in the states’ diagnostic-related group @RG) and 
daily payment rates and is approximate@ 66 percent of the Medicare IME 
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ENCLOSURE 

Period Cove& Calendar year 1997 
. l3stmd& GME Exrxnditureq 

Fee-for-service: 

Direct medical education: $12.8 million 
Indirect medical education: 2LZmillion _ 

$38.0 million 

Managed care: $3Omillionto$4Omillion 

Total GME expenditures $68 million to $78 million 

Pavnent Methodokgy 

The New Jersey Medicaid program reimburses all tea&&g hospitals in the state 
for GME. To create the pool of funds &om which these Medicaid GME 
payments are drawn, New Jersey applies DMEI and IME formulas to the state’s 
m@or teaching hospitak1o These formulas are modeled largely on the 
Medicare formulas, substituting Medicaid stat&tics for Medicare stat&tics. 
Funds~thispoolarethendistributedperiodicallyto~teachinghospitals 
inthestateonthebasisoftheirres,pectiveM~~dutilizationratesand 
number of medical residents. These funds are subject to cost settlement each 
year. Payment for GME is also included in the capitated rates paid to 
managed care orga&ations, but it is not specifically identifiti 

?New Jersey defines a major tea&@ hospital as having 46 or more full-time 
equivalent medical residents in the 1993 Medicare audited cost report. 
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ENCLOSUREi ENcLosuRE 

Period coveredz state &Cal year 1996 (7/l/94 to 6/30/I%) 

Fee-for-service: 

Direct medical education: $62.9 million 
Wlirectmedical educations $982 million _ 

Managed care: No estimate 

Total GME expendituresz At least $161.1 milIion 

Pavment Methodology 

The Ohio Medic&d program reimburses hospitals for both DME and IME. The 
DME pament is based on each hospital’s Medicaid cost report from 198586 
a4justedyearlytoreflectrislngc~. TheIMEreimb-entisan 
a@%ment to payments for Medicaid services based on the Medicare farmula, 
except that Ohio maintained a multiplier of 2.0 when Medicare reduced its 
multiplier to 1.89. Both DME and IME payments are subject to a test of 
reasonableness, musted for case mix and then by the DRG @alive weight, and 
paid jointly as an add-on to the DRG reimbment amount. Payment for 
GIVE is included in the capita&d rates paid to managed care organWtions, 
although an e&hate of this amount was not provided. 
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ENCLOSURE ENcLosul?E 

FQ!ad covem.k state fiscal yeax 1996 (9/l/94 to &w/96) 
. Emmated GME Ezcoendim: 

Fee-for-service: 

Direct medical education: $382 million 
Indirect medical educations Noestimate _ 

Managed care: $0.6 million 

Total GMF, expenditures At least $38.7 million 

Pament Methodology: 

The Texas Medicaid program reimburses each hospital for Medicaid services on 
the basis of a hospital-speci& Wandard payment rate,” which includes both 
DME and IME. The DME payment is determined using similar methods to 
those used for Medicare, substituting Medicaid’s utSzation rate for Medicare’s. 
IME costs are not specifically identifkd but are included in the standard 
payment rate, which is based on each hospital’s reported costs. Also, payment 
forGMEisincludedinthe~i~ratesthestatepaystomanagedcare 
organwions. 

(101627) 
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Ordering Formation 

The iirst copy of each GAO report and testimony is free. 
Additional copies are $2 each. Orders should be sent to the 
following address, accompanied by a check or money order 
made out to the Superintendent of Documents, when 
necessary. VISA and MasterCard credit cards are accepted, also. 
Orders for 100 or more copies to be mailed to a single address 
are discounted 25 percent. 

Ordersbymaik 

U.S. General Accounting Of&e 
P.O. Box 6015 
Gaithersbur& MD 20684-6015 

or visit: 

Boom 1100 
700 4th St. NW (corner of 4th and G Sts. NW) 
U.S. General Accounting OfBce 
Washington, DC 

Orders may also be placed by calling (202J 512-6000 
or by using fax number (301) 258-4066, or TDD (301) 413-0006. 

Each day, GAO issues a list of newly available reports and 
testimony. To receive mixnile copies of the daily list or any 
list fFom the past 30 days, please call (902) 512-6000 using a 
ton&tone phone. A recorded menu will provide information on 
how to obtain these lists. 

For information on how to access GAO reports on the INTERNET, 
send an e-mail message with “info” in the body to: 

iufo@wmv.gao.gov 

or visit GAO’s World Wide Web Home Page at: 

hlTQMwww.gao.gov 
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